Introduction
Small and medium scale enterprises (SMEs) play an important role in the development process of every economy, especially the developing nations. It is the life and bedrock of every economy. It is a major source of employment generation (Organization for Economic Co-Operation and Development (OECD), 2004). According to Savlovschi and Robu (2011) , two thirds of the newly created jobs are owed to the small and medium sector. Also, it is the bed seeds for indigenous entrepreneurship and that generate all the small investments which otherwise would not have taken place (Aryeetey & Ahene, 2004) . Also, SMEs provide the first step for development in the economies towards industrialization. They also significantly affect income distribution, tax revenue, employment generation, and resources utilization in an economy (Subhan, Mehmood, & Sattar, 2013) . Also, Savlovschi and Robu (2011) claimed that SMEs are the sources from where large enterprises grew from, and they are the sources of new innovative ideas needed for the development of the economy. They help to promote competition and to bring new products to the market (Robu, 2013) .
Aware of the importance of SMES in the developing process of an economy, there is the new drive towards promoting and encouraging the development of SMEs across the world (OECD, 2004) . According to Business Statistics (2016) , over 99% of businesses in UK are SMEs, totaling about 5.5 million in 2016. In USA, SMEs are the backbone of the economy, consisting of 99 percent of all firms in the country, and employing over 50 percent of private sector employees (Capital for Globalizing Companies, 2015) in Nigeria. The number of SMEs in 2013 is 72,838, while of micro business is 36,994,578 (Small and Medium Enterprise Development
Literature Review
There have been various attempts to study the relationship between SMEs and economic growth in the literature. Akingunola (2011) examined the relationship between SMEs financing options and economic growth in Nigeria using investment as proxy for economic growth. The result shows that SMEs financing is positively related to economic growth. Also, Adebisi, Sunday, and Ofuani (2015) examined the financial challenges that SMEs are facing and its effects on their performance in Lagos state. The study used primary data which were collected through administration of questionnaire to 222 respondents. The study shows that financial challenges rank as the highest among the challenges inhibiting the performance of SMEs in Lagos state, Nigeria. Also, Afolabi (2013) examined the growth effect of small and medium enterprises (SMEs) financing in Nigeria between 1980 and 2010. Using Ordinary Least Square (OLS), the result shows that SMEs financing was positively related to economic growth. Nwachukwu (2012) used primary data collected from 100 SMEs which were randomly selected across some states in Nigeria to access to the role of entrepreneurship in economic development of Nigeria. The result shows that SMEs have not performed up to expectation in its effects on the country's economic development. Ebiringa (2011) examined the contributions of SMEs and large firms to economic activities in Nigeria. The results showed that SMEs provide more of the employment opportunities than the large scale firms. The result also shows that SMEs are not significant in its contribution to manufacturing sector output growth but large firms are. Olowe, Moradeyo, and Babalola (2013) examined the impact of microfinance bank on SMEs growth in Oyo State, Nigeria. The results from this study showed that financial services obtained from MFBs have a positive significant impact on MSEs growth in Nigeria. The results also show that duration of loan has a positive impact on SMEs growth but not statistically significant. Abereijo and Fayomi (2005) review innovative approach to financing small and medium industries equity investment scheme in Nigeria. They found out that challenges that banks in Nigeria face in the implementation of Small and Medium Industries Equity Investment Scheme (SMIEIS) include challenges that relate to deal flow, investment structuring, monitoring/value enhancement, and liquidity and exit strategies. Safiriyu and Njogo (2012) examined the impact of small and medium scale enterprises on employment in Lagos State, Nigeria. The result shows that SMEs have positively contributed to employment generation in Nigeria.
Defining Small and Medium Enterprise
Various definitions exist on the definitions of SMEs by different countries and organization. According to the European Commission (2003) , SMEs refer to companies with fewer than 250 employees, a turnover below €50 million, and a balance sheet total of less than 43 Million Euro. According to International Finance Corporation (2006) , an enterprise is said to be micro if the number of its employees is below 10, total assets are less or up to $100,000 or its equivalent, and total annual sales are less or up to $100,000 or its equivalent. It is small if the number of its employees is more than 10 but less or equal to 50, total assets are greater than $100,000 but less than or equal to $3m or its equivalent, and total annual sales are less or up to $3m or its equivalent. It is medium if its employees are more than 50 but less or equal to 300, total assets are greater than $3m but less than or equal to $15m or its equivalent, and total annual sales are greater than $3m but less than or equal to $15m or its equivalent.
In Nigeria, the definition of micro, small, and medium enterprises is addressed in the National Policy on MSMEs, and uses employment and assets as the basis for its classification (SMEDAN and NBS, 2013 ). An enterprise is said to be micro if the number of employees is less than 10, and total assets (excluding land and building) are less than N5 million. It is small that the number of employees is between 10 and 49, and total assets excluding land and building) are between N5 million and less than N50 million. It is medium if employees is between 50 and 199, and total assets excluding land and building) are between N50 million and less than N500 million. Table 1 shows that Lagos State has the highest population of small enterprises, medium enterprises, and micro-enterprises in the country. This is as expected given the fact that the state is the hub of economic activities in the country. Kano State is followed in term of small enterprises, while Oyo State is second in term of micro and medium enterprises. This shows that population of a state does not necessarily determine the amount of enterprises as it attracts. The concentration of micro and medium enterprises in Oyo State might have been influenced by its proximity to Lagos state which is a close source of raw materials. Figure 1 shows that the rate of percentage share of SMEs in total credit granted to the economy by deposit money banks in Nigeria has experienced up and down overtime. From 3.2% in 1984, it rose significantly to 20.2% in 1988. A sharp increase was also experienced between 1990 and 1992 as it stood at 49%. Since then, it has remained on the decline state with some marginal increase intermittently. 
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The Model
This paper uses a vector autoregressive (VAR) model. Unlike other authuors who have worked on the same issue, we argued that the relationship between economic growth and SMEs financing may pose some endogeneity problems. Also, we argued that inflation may play a role on the effect of SMEs financing on economic growth. Hence, we adopt a VAR model to identify the feedbacks from the variables in the model. The VAR model is presented below. where GDP refers to the growth of gross domestic product, and was used as proxy for economic growth, and it was sourced from World Bank data. lnCLSME is log of commercial bank loan to small and medium enterprise, and it was sourced from CBN. Also, inflation, interest rate, and money supply were added as control variables. INF is inflation; it was sourced from World Bank data. Money is growth of broad money supply; it was sourced from World Bank data. INT is nominal interest rate; it was also sourced from World Bank.
Estimation Technique
In order to estimate the VAR, the time series properties were first examined using ADF unit root test. This was to ascertain if the series have unit root or not. If the series are not stationary at level, it is then tested at the first difference of the series. After this, a co-integration test uses Johnasen co-integration test. If the series are co-integrated, we estimate a vector error correction model; if not, we estimate the unrestricted VAR in their difference. However, if the series are stationary at level, a VAR at the level of the variables can be estimated.
Results and Discussion
Unit Root Test
The result of the stationarity test is presented and discussed in this section. The ADF is tested based on the assumption of intercept and trend. The test was carried out using optimal lag length of 7. As shown in Table 2 , all the series were stationary at their level. Given this, we estimate the VAR at level.
Results of the VAR Model
In this section, we will only present a discussion of the results on economic growth and SMEs financing. Economic growth. The effect of SMEs financing and other control variables on economic growth are discussed in this section. As shown in Table 3 , there is a positive relationship between the SMEs financing, proxied by commercial bank credit to SMEs, and the growth of the economy, proxied by the growth of GDP. This shows that SMEs financing positively influenced economic growth. Also, the growth of money supply has a negative effect on economic growth. This is against the expected result. However, the growth of money supply can increase the inflation rate in the country, which will eventually negatively affect economic growth. The result is also significant. Interest rate also has a positive relationship with the growth of the economy. As expected, there is a negative relationship between inflation and the growth rate of the economy. The result is also significant. SMEs financing. The effect of economic growth and other control variables on SMEs financing is discussed in this section. Table 3 shows that economic growth has a positive relationship with SMEs financing, but the result is not significant. Also, a negative relationship exists between growth of money supply and SMEs financing. This is against the expected results. However, the result is not significant. A positive relationship exists between interest rate and SMEs financing. An increase in interest rate may increase the funds available to banks to lend, and thereby increasing credits made available to SMEs. The result is however not significant. In addition, inflation has a negative relationship with SMEs financing. This is in line with the expected result but it is not significant.
Impulse response function. In this section, only the response of GDP to shock in other variables will be discussed. As shown in Figure 2 , a positive shock on inflation will lead to a decline in GDP until the fourth period, and becomes marginally positive thereafter. Also, one positive shock in the growth of money supply will lead to a decline in GDP until sixth period, and remains marginally negative thereafter. However, a positive response from GDP is observed to a positive shock in SMEs financing throughout the periods though it became marginal after the fifth period. A similar result was also found in the response of GDP to shock in interest rate. The results were consistent with the VAR results.
Diagnostic checks
Stability test: The AR Roots Graph reports the inverse roots of the characteristic AR polynomial. The estimated VAR is stable if all roots lie inside the unit circle. Figure 6 shows that all roots lie inside the unit circle which is an indication that the VAR model is stable. Response of GDP to MMGROW Figure 4 . Response of GDP to shock in LCLSME. Response of GDP to CLSME 
Conclusion and Recommendation
This paper was written to investigate the relationship between economic growth and SMEs financing in Nigeria. Vector autoregressive model was used in order to avoid the problem of endogeneity. ADF unit root test was used to ascertain the time series properties of the series. The result shows that all the series were stationary. Also, the result shows a positive relationship between SMEs financing and economic growth. Also, though inflation has a negative effect on SMEs financing, it still significantly influences economic growth. This paper therefore concludes with the recommendation that there is a need for government to intensify efforts to increase SMEs financing in the country. This can be done through introduction of a special intervention fund for SMEs in the country.
